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Abstract 
After pursuing an inward looking policy of import substitution with public regulation in charge for more than four 
decades, India has adopted the New Economic Policy (NEP) in 1991 in the wake of economic crisis. The NEP has 
removed all sorts of biases against exports initiating reforms in the areas of international trade, investment, financial 
sector, and industrial and public sector deregulations. The flows of foreign capital are being welcomed. The East 
Asian experience has shown that the export-led growth strategies have been facilitated by FDI transferring into the 
host country technology, managerial and other expertise needed to exploit the country’s comparative advantage. 
Against this back-drop, this study has three fold objectives. First, it investigates the trends of FDI in India during the 
period 1991-92--- 2010-11. Second, based on the yearly time series data, the relationship between FDI & 
manufactured exports has been examined for the same period by using the vector error correction model 
(VECM).The study found bi-directional causality between FDI and Exports.  Finally, the paper depicts the present 
status of FDI & exports in North East Region (NER) with a focus on their prospect. The Look East Policy (LEP) of 
the govt. may benefit the region because of its strategic location. However, despite having natural advantage of trade 
with neighbouring countries and the potentiality to develop various industries as being endowed with vast natural 
resources, the NER fails to attract any sizeable amount of FDI due to infrastructural and other bottlenecks. The need 
is to remove such fundamental constraints through strategic intervention 
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1. Introduction 
 
After pursuing an inward looking policy of import substitution with public regulation in operation for 
more than four decades since independence, India has adopted the New Economic Policy (NEP) in 1991 
in the wake of economic crisis. The NEP has removed all sorts of biases against exports initiating reforms 
in the areas of international trade, investment, financial sector, and industrial and public sector 
deregulations. While the policy has continued to rely on self reliance, the greater emphasis was put on the 
ability to pay for imports through the expansion of exports and production base. The inflows of Foreign 
Direct Investment (FDI) were encouraged to expand exports of the country as FDI would bring along 
with additional capital, the attendant advantages of technology, managerial know-how,marketing 
expertise with access to global, regional and expanding home country markets (UNCTAD 2002). The 
East Asian experience has shown that the export-led growth strategies have been facilitated by FDI 
transferring into the host country technology, managerial and other expertise needed to exploit the 
country’s comparative advantage. 
With a marked shift away from half-hearted piecemeal approach to foreign investment during the 
eighties to a more comprehensive open door policy during the nineties, India has progressively expanded 
the scope for FDI by gradually increasing the number of sectors opened to FDI as well as the caps on 
FDI. Some of the measures included removing the general ceiling of 40% on foreign equity under the 
Foreign Exchange Regulation Act, 1973 (FERA), lifting of restrictions on the use of foreign brand names 
in the domestic market, removing restrictions on entry and  expansion of foreign direct investment into 
consumer goods,  liberalising the terms for import of technology and royalty payments and permitting 
foreign investment up to 24% of equity of small scale units and reducing the corporate tax rates( Rao and 
Dhar 2011 ). Foreign direct investment is freely allowed in all sectors including the services sector, 
except a few sectors where the existing and notified sectoral policy does not permit FDI beyond a 
ceiling.FDI for virtually all items/activities can be brought in through the Automatic Route under powers 
delegated to the Reserve Bank of India (RBI), and for the remaining items/activities through Government 
approval. Government approvals are accorded on the recommendation of the Foreign Investment 
Promotion Board (FIPB) (GOI 2003). Within this liberal framework to attract inflows of FDI, this paper 
explores two pertinent issues- first, to what extent India has been able to draw the inflows of FDI; second, 
whether there is any relationship between FDI & manufactured  export growth in India as manufactured 
exports constitute a large part of total exports. In addition, the paper also makes a brief review of status 
and prospect of FDI and exports growth in NER as the region seems to have hardly benefited from the 
NEP.The rest of the paper runs as follows: Section II reviews the literature on the subject. Section III 
discusses the data used and methodology followed in the present study. Then section IV examines the 
trends and performance of FDI inflows in India during the period 1991-92---2010-11. Section V analyses 
the relationship between FDI and Exports. Section VI is concerned with status & prospect of FDI in NER. 
Finally, section VII summarises the paper with concluding remarks. 
 
2. Literature Review 
 
Theoretically, the effects of inward FDI on export growth of the host country may take place both 
directly &indirectly. The direct effects arise when multinational enterprises (MNES), the chief vehicle to 
flow FDI, build up production affiliates in the host country and used them as export platform to make 
exports to the home country or third countries. This export oriented FDI seeks to exploit the comparative 
advantages of the host country due to differences in factor intensities between the host & home countries. 
The other way through which the FDI affects host country’s export performance is its spillover effects 
referred to as indirect effects (Banga 2006). The transmission mechanism through which spillover effects 
might boost the productivity of domestic firms are-adoption of technology and operation followed by the 
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foreign producer, knowledge transfer by the movement of skilled employees from MNES to domestic 
firms, increase in the efficiency of domestic firms due to competition faced from MNES and learning 
export from the export behaviour of MNES (Gorg and Greenaway2004) 
Empirically, a number of studies found overall effects of FDI on export performance of the host 
country to be positive. Studies made in China indicate that increased levels of FDI positively affect 
Chinese manufacturing export performance (Sun 2001; Zhang and Song 2001; Zhang 2005). However, 
this success is attributed to the fact that FDI in China has largely been export oriented. Similar findings 
have been observed by Barry and Bradley (1997) in Ireland. Atukorala and Menon (1995) studied the role 
of export oriented FDI in Malaysia’s manufactured exports. The export oriented FDI has brought a 
significant return to Malaysia because of favourable economic climate for internationalization of 
production. The relationship between inward FDI and manufactured exports for a cross section of 52 
countries was investigated by the UNCTAD (1999) and found a significant positive relationship. The 
relationship is stronger for developing countries than for developed countries and in high than in low-tech 
industries. 
The strand of literature that focuses on FDI spillover effects are abound. Reviewing the recent 
literature on spillovers from FDI, Gorg and Greenaway (2004) highlighted that out of 40 studies on intra-
industry productivity spillovers in developing, developed, and transition economies, 19 reports 
statistically significant and positive spillovers, 15 studies do not find any significant effects, while 6 
papers find some evidence of negative effects. However, the evidence on positive spillovers seems to be 
much weaker if one considers methodological biases due to cross-sectional estimates used in all but eight 
studies. Such mixed results are explained by the factors like initial situations in the host economies 
(Girma et al 2007), accumulated amount of FDI inflows (Barriors et al 2005) and technology gap between 
domestic firms and multinational firms (Kokko 1994). Barriors et al (2005) empirically confirmed on 
their study of Irish companies that, at first, negative competition effect is stronger, but with the 
accumulation of FDI positive effects dominate the initial negative effects. Kokko and others (1996) found 
from firm-level data of Uruguay that domestic firms can benefit only when the technology gap between 
domestic and multinational firms is moderate. 
One of the important channels for spillover is export behaviour of multinationals. There are several 
studies concerning export spillovers. Aitken et al (1997) estimated a probit model using the plant level 
cross section data on Mexican manufacturing firms for the period 1986-89 to find the probability that a 
firm exports. They found that export activities by MNES positively influence the export performance of 
Mexican firms. Kokko et al (2001) examined the decision to export by domestic firms in Uruguay using a 
cross sectional firm level data for 1998. They found that domestic firms are more likely to export if they 
operate in sectors where the presence of foreign firms are relatively high.Greenaway et al (2004), using 
data on a large panel of firms in the U.K to identify the possible transmission mechanism for export 
spillovers and its effects on the export decision of domestic firms, found positive spillover effects on U.K 
owned firms as well as on their export propensity. Kneller and Pisu (2007) also found similar results 
using two steps Heckman selection model. The results indicate that the decision to export is positively 
associated with the presence of foreign firms in the same industry and region and export oriented foreign 
affiliates generate stronger export spillovers.Barriors et al (2003) examined the importance of firms’ own 
R&D activity and intra-sectoral spillovers on the decision to export and export intensity using firm level 
panel data for Spain for the period 1990-98. They found little evidence of export spillovers to local firms 
from the existence of MNES. A cross industry analysis of Thai manufacturing firms on technology 
spillover from FDI suggests that liberalising the FDI regime has to go hand in hand with liberalising the 
trade policy regime to maximize gains from FDI technology spillovers (Kohpaiboon 2006) 
In the context of India, a number of studies have tried to analyse the impact of inward FDI on export 
growth. A study made by Aggarwal (2002) examined the relationship between FDI and export 
performance using the tobit model for the period 1996-2000 and found that liberalised regime has 
enhanced the export role of foreign affiliates. Sharma (2000) examining the determinants of export 
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growth concluded that although the effect of FDI on export supply is positive it is not significant. 
However, the study made by Prusty (2006) using the quarterly data from 1990-91 to 2003-04 contradicts 
the findings of Sharma. Empirical results suggest that net FDI inflow is positively and significantly 
influencing the export supply in India both in the short run and long run.  Banga (2006) also found a 
significant impact of FDI on the export intensity of non traditional sectors .Joseph and Reddy (2009) 
examined the impact of horizontal as well as backward spillovers from the presence of MNES on the 
export performance of domestic firms. They, however, did not find any evidence to support such 
spillovers. India’s infrastructure sector is less efficient to gain any positive spillovers from FDI 
(Srinivasan 1998) 
Most of these studies took export as dependent and FDI as independent variable ignoring the problem 
of endogeneity. A few studies also show that export growth may also lead to increased flows of FDI. For 
example, Miankhel et al. (2009) found that export growth causes FDI in Pakistan, Malaysia and Mexico. 
Similarly, Pradhan (2010) also found that trade openness causes FDI inflows. Considering this fact, this 
paper simply tries to examine the relationship between the two variables within the vector autoregressive 
(VAR) framework. 
 
3. Data and methodology 
 
The study uses the annual data relating to GDP, inflows of FDI, volume of exports and gross fixed 
capital formation (GFCF) for 20 years period from 1991-92 to 2010-11.The data source is the online 
database of the RBI (Reserve Bank of India). The trends of FDI inflows have been analysed by the 
absolute volume of FDI and its annual rate of growth. The performance of FDI has been observed by 
taking FDI as a proportion of GDP and GFCF. In order to examine the relationship between exports and 
FDI, the two variables are expressed as ratios of GDP. The ratios are found by taking the data in rupees at 
current prices so that the effect of prices will be cancelled out making the data comparable. The ratio of 
FDI to GDP is denoted as FDI_GDP and that of Export to GDP as Ex_GDP. Further, the two variables 
are put to different diagnosis test to perform time series study. First, we test for the order of integration in 
the data by using the augmented Dicky Fuller (ADF) unit root test and if the unit root is present, then 
stationarity is achieved by the first differencing of the data. Having established the order of integation, 
next we test for co-integration by applying the Engle-Granger method. Finally, a vector error correction 
model (VECM) has been used to assess both the long run as well as short run relationship between the 
variables. 
 
4. Inflows of FDI: Trends and performance 
 
Before examining the relationship between exports and FDI, this section highlights the trends and 
performance of FDI inflows in India during the post liberalisation period,i.e., 1991-92—2010-11.The FDI 
induced liberal policy regime has led to an increased FDI inflows during the last two decades, The stock 
of FDI in India jumped from $17.5bn by the end of 2000 to $197bn by April 2011.However, this sudden 
jump in the amount of FDI during 2000-2011 is due to the adoption of international norms in 
measurement of FDI inflows. While the revised data include three categories of capital flows, viz, equity 
flows, re-invested earnings and other capital provided by the foreign investors, the data prior to 2000-01 
include only equity flows thereby suffering from a degree of underestimation. Table I summarises the 
flows of FDI during the post reform period. 
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Table1: Flows of FDI 
 
 Financial Year  
(April-March) 
FDI Rupees 
Crore 
FDI  US   $ 
million 
Annual growth rate 
(percentage) 
Ratio of FDI to 
GDP FDI/GFCF (%) 
1991-92 316 129  0.00053 0.22 
1992-93 965 315 144.18 0.00142 0.57 
1993-94 1838 585 85.71 0.00232 0.99 
1994-95 4126 1314 124.62 0.00446 1.84 
1995-96 7172 2144 63.17 0.00662 2.46 
1996-97 10015 2821 31.58 0.00794 3.14 
1997-98 13220 3557 26.09 0.00943 3.76 
1998-99 10358 2462 -30.78 0.00641 2.60 
1999-2000 9338 2155 -12.48 0.00523 2.05 
2000-01 18406 4029 86.96 0.00956 3.85 
2001-02 29235 6130 52.15 0.01394 5.43 
2002-03 24367 5035 -17.86 0.01078 4.17 
2003-04 19860 4322 -14.16 0.00782 2.89 
2004-05 27188 6051 40.00 0.00916 3.03 
2005-06 39674 8961 48.09 0.01166 3.52 
2006-07 103367 22826 154.72 0.02622 7.67 
2007-08 140180 34835 52.61 0.03087 8.60 
2008-09 161536 37839 8.62 0.03058 8.79 
2009-10 176304 37763 -0.20 0.02875 10.98 
2010-11 138411 30380 -19.55 0.01894 7.47 
 
There has been an un-interrupted increase in the flows of FDI till 1997-98. In the next six years period 
it fluctuates and from 2004-05 to 2008-09 it took an upward trend (Figure I). However, a downward trend 
is observed during the last couple of years. The deceleration in the flows of FDI after 1997-98 is partly 
caused by the adverse effects of South East Asian economic crisis on global FDI flows. Since the 
adoption of new international approach for the measurement of FDI in 2000-01, the flows of FDI figure 
have jumped, but again declined for a few subsequent years because of sluggish industrial growth (Kumar 
2005).The strong macro economic fundamentals with a robust growth of GDP led by the recovery of the 
industrial growth has increased the flows of FDI from 2003-04 onwards. Along with this, the passing of 
SEZ Act in 2005 has attracted the largest inflows of FDI in the following year 2006-07 with a record 
annual growth rate of 152.72%. The tempo continued in 2007-08 as well. However,   inflows of FDI have 
slumped during the last couple of years because of global crisis triggered by the US sub-prime crisis 
leading to credit crunch and unemployment all over the world. 
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Fig.1. India’s FDI Inflows, 1991-91---2010-11 (In US $ Million 
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The absolute amount of FDI inflows, however, does not reflect the true picture of the economy’s 
capacity to draw FDI. Relative measures of FDI as a proportion of GDP and FDI as a proportion of gross 
fixed capital formation (GFCF) respectively measure the prevailing investment climate in the host 
country and relative weight of FDI in total investment taking place in the economy (Quader 2010).The 
last two columns of table 1 provide these two measures. It is seen that India has not been able to attract 
any sizeable amount of investment compared to its GDP size. It is only in recent years that the importance 
of FDI has increased as a proportion of GFCF to around 7 to 10 percent. Though the recent increase in the 
flows of FDI is encouraging, it is not complacent if we compare the trends with China and other East 
Asian countries. In the year 2008, while China has recorded 17.45% of the total developing country’s FDI 
inflows, India managed to receive only 6.69% of the same (Pradhan 2010). India’s FDI inflows have been 
comparatively very low because of less efficient factor market and infrastructure (Srinivasan 1998) 
compared to many of those countries with whom India competes for FDI. Furthermore, the cautious 
approach of the Government towards FDI and the recent policy of raising the interest rate by the RBI to 
tame inflation lead to slowdown in investment and industrial growth thereby making the economy 
unattractive for FDI. 
 
5. Relation between FDI and Manufactured Exports 
This section attempts to study dynamic relationship between FDI and manufactured exports with a 
time series framework of vector error correction model (VECM). The two variables have been normalized 
by taking as a proportion of GDP. The study involves a series of steps as described below. 
 
5.1 Unit Root Test 
 
Usually time series data are non-stationary. But the empirical analysis on such data assumes that the 
underlying series are stationary. If a series is not stationary at the level it needs to be differenced to make 
stationary. In general , if a series requires to be differenced ‘d’ times in order to reach the stationarity,such 
a series is said to be integrated of order ‘d’ and denoted as I(d). The unit root test is performed to test 
whether a time series is stationary or not. Here, we apply the Augmented Dicky Fuller (ADF) test to 
know the statinarity of the variables. By inspecting the plots of the variables, the ADF test is performed 
with a constant as exogenous at their levels and first differences. The results of the ADF test are 
represented in Table2. The results confirmed that both the variables have unit root at their levels as the 
null hypothesis of unit root cannot be rejected due to high p values. They are, however, stationary at the 
first differences as p values are significant. Hence, both the series are integrated of order one, i.e, I (1).
   
Table 2: Results of ADF Unit Root Test 
Variables   Exogenous    Lag    ADF test stat         P values ( Davidson & MacKinnon) 
Ex_GDP      Constant       1        -1.265                         0.6481 
FDI_GDP     Constant       1        -2.098                         0.2456 
d-Ex_GDP   Constant        1        -4.303                         0.0006*** 
d-FDI_GDP  Constant       1         2.185                          0.0452** 
*** and ** denote 1% and 5% levels of significance respectively. 
 
5.2 Co- integration Test 
 
Having established that two variables are integrated of order one, the next step is to check whether 
they are co-integrated. Two non-stationary series are co-integrated if they tend to move together through 
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time. The method used here is Engle-Granger co-integration test. It involves regressing one I (1) variable 
on another using least squares. If the series are co-integrated, the residuals from this regression will be 
stationary. The stationarity of the residuals is tested by ADF test. Here, we estimate the following co-
integrating regression- 
 
Ex_GDPt=α +βFDI_GDPt + Ut                                                                                                 (1) 
 
Then, we estimate the residuals as  
 
Ut = Ex_GDPt – α – βFDI_GDPt                                                                                               (2) 
 
If Ut does not contain unit root the two variables are co-integrated. The results are shown below. It is 
observed that the residuals of the coitegrating regression are stationary at level by the ADF test at 5% 
level of significance. Hence, the two variables are co-integrated. 
 
Table 3: Results of Co-integrating Regression (1) 
Variable     Esti. Co-efficient     Standard error          t-Statistic          p Values 
   α                 0.0659                      0.0034                     19.22                 0.0000*** 
β                 1.2024                       0.2228                     5.397                 0.0000*** 
 
Table 4. Results of the  Co-integration Test 
Variable            Exogenous      Lag                ADF Statistic                    p Value 
Ut                           None             0                   -2.142                             0.0310** 
 
5.3. Vector Error Correction Model 
 
Since both the variables Ex_GDP and FDI_GDP are found to be co-integrated, there exists a long run 
dynamic relationship between the two. Granger (1988) shows that if two variables are co-integrated, there 
will be causality between them at least in one direction. In order to determine the direction of causation 
between the variables, the standard Granger causality test is applied with a modified error correction term 
within the framework of VAR model, called the VECM. The VECM is formulated as follows 
 
                                m              n 
ΔYt =α0   +β0ECt-1 +∑γi ΔYt-i +∑δj ΔX t-j+Ut                                                                           (3) 
                                            
   i =1          j=1  
                               
Where the differenced dependent variables ΔYt (Ex_GDP & FDI_GDP) are influenced by both long 
term error correction term ECt-1 and short term differenced lagged values of the variables. As opposed to 
the conventional Granger causality test, an error correction model incorporates the short run dynamics 
with the long run properties of the data and thus provides a conventional tool for investigating shot run as 
well as long run causal pattern (Kemal et al 2005) The error correction term provides an additional 
channel through which causality can be detected. The short run causality is tested by the joint significance 
of the coefficients of the lagged differenced variables while the long run causality is tested by the 
significance of the coefficient of error correction term ECt-1. In order to estimate equation (3), first a 
proper lag has to be selected. Based on Akaike Information Criterion (AIC), Schwartz Bayesian criterion 
(BIC), Hannan-Quinn criterion (HQC) two periods lags are found to be the best. The results of VECM are 
reported in Table5. The estimated results confirm that there exists a bi-directional causality between FDI 
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and manufactured exports both in the short run and the long run as t-values and F- statistic are significant 
in both equations. FDI at two period lags has a positive and significant effect on exports. This clearly 
indicates the time required for FDI to have an impact on export growth. On the other hand, exports also 
Granger cause FDI. The possible channel through which exports lead to more inflows of FDI is export-led 
growth, i.e., Exports ---› Growth --› FDI as observed by Miankhel et al (2009). 
Our findings contradict the finding of Sharma (2000), but support Prusty (2006) that net FDI inflow is 
positively and significantly influencing export growth in India. This might be due to distance of time 
between the two studies as inflows of FDI have been substantial only in recent years. However, our 
results should not be carried too forward as it is based on only two variables involving small samples. 
Further studies are due with more variables and large samples at disaggregated level. 
 
Table 5: Results of Vector Error Correction Model 
                  Equation1     d (Ex_GDP)          Equation2      d(FDI_GDP) 
                               t- Statistic     Joint F                      t-Statistic       Joint F 
d(Ex_GDP)-1           ……….       8.9671***              1.841*             2.8373* 
d(Ex_GDP)-2           ……….                                    0.5334 
d (FDI_GDP)-1        -0.2232                                     ……… 
d (FDI_GDP)-2         2.477**                                    ………. 
EC-1                      -2.945**                                    -2.293** 
Note: *, ** , ***, indicate 10%, 5% and 1% significance level respectively. 
6. Status and Prospect of NER 
 
Surrounded by five South Asian countries Nepal, Bhutan, China, Myanmar and Bangladesh, the NER 
is a land locked area comprising eight states. The region accounts for 7.9% of the country’s land area and 
is the habitation of around 3.8% of India’s population. With half of the land area covered by forest, the 
region is sparsely populated with density figure of only 149 per square k.m. Despite Having a colourful 
bio-diversity with rich endowment of natural resources including valuable minerals like oil and gas, coal, 
limestone etc, the Region’s lagging behind the rest of the country is the sad part of history and 
lackadaisical approach of the central centric government. There has been hardly any visible impact of the 
reform process on production and income generating activities (Bezbaruah 2007). The growth rate of the 
seven states excluding Mizoram has marginally increased from 4.25% in the pre-reform period to 4.8 % 
in the post reform period (Roy and Debnath 2010). The FDI induced liberal policy of the Government has 
failed to make any headway in attracting FDI to the NER. The cumulative inflows of FDI during the 
period 2000 -2011 (April) in the region was only US$ 72 million representing 0.1% of total inflows of 
FDI in the country. This reflects the apathetic situation of the region in so far as investment climate is 
concerned. Whatever investment flowed into the region that largely came from Thailand as part of the 
extension of look east policy (LEP) to the NER in 2004 by flagging off Indo-ASEAN car rally and 
subsequent effort made by the ministry of DoNER to promote foreign investment in the region. Important 
sectors identified for Thai investment are agri-business and food processing industries, energy, 
communication, and tourism. The NER being rich in these resources has the potential to develop the local 
industries. Agarwala (2005) identified agriculture, horticulture, fish farming, handloom and handicrafts 
and tourism as the leading sectors of the region. Another prospective area for the region is the growth of 
border trade with neighboring countries as highlighted by few studies (Baruah 2000; Bezbaruah 2000; 
Das 2000). However, the region has neither been able to develop industrial base nor to make any sizeable 
contribution to the export basket from the country to the neighboring countries. The exports and imports 
through the region hovered around 400 crores during the last few years despite having border trade 
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agreement with Myanmar (NER Vision 2007). Moreover, NER’s share in India’s total exports to the 
world has been negligible for agricultural and allied products and other products. It is only for minerals 
that the share has been around 2to4% in the last few years (Adhikary et al 2009). In order to take the 
advantage of the recent Indo- ASEAN free trade agreement (FTA) as part of Look East Policy, the region 
must develop the industrial base along with suitable investment climate. But for that certain key 
challenges have to be addressed. The prime among them as identified by previous studies (Singh 2010; 
Bezbaruah 2007)are – good infrastructure for easy accessibility to different places of the region,  a corrupt 
free transparent and accountable governance and to pacify the problem of insurgency by instilling 
confidence among different insurgent groups that the region is no longer ignored from the mainstream 
policy of development. Once these issues are addressed through strategic intervention, inflows of FDI 
will increase from the neighboring countries leading to industrial and export growth in the region. 
 
7. Summary and conclusion 
 
The NEP adopted in 1991 has progressively liberalised the flows of FDI into the country. Within this 
liberalised policy regime the paper first analyses the trends of FDI flows. The flows of FDI have been 
fluctuating over the years of course with an increasing trend. The flows have been substantial in recent 
years. However, if we compare the situation with China and other south East Asian countries the flows of 
FDI have not been satisfactory. The reasons for comparatively less flows of FDI may be cautious policy 
of the Govt regarding FDI, less efficient factor market and infrastructure and recent slowdown of 
industrial growth. Next, the paper examines the relationship between FDI and Exports using the vector 
error correction model (VECM). The data are tested for stationarity by ADF test. They are found to be 
non-stationary at level but stationary at the first differences. Then, by applying Engle- Granger co-
integration method the two variables are fond to be co-integrated. The results of VECM indicate that there 
is bi-directional causality between the two variables, i.e, FDI causes manufactured export growth and then 
export-led growth further encourages the flows of FDI. This suggests that the government should 
encourage more export oriented FDI to have a direct effect on export growth leading to growth of the 
economy. However, our findings need to be verified by further studies with more variables and large 
sample size at disaggregated level. Finally, we present a brief summary of the status and prospect of FDI 
and export growth in the NER. The NEP has been unable to make any positive impact on the growth of 
the region. The flows of FDI have been negligible. The border trade has-been minimal. In order to benefit 
from the recent Indo-ASEAN FTA as part of LEP, the region must develop industries based on 
comparative advantage by bringing more investment. . However, despite having natural advantage of 
trade with neighbouring countries and the potentiality to develop various industries as being endowed 
with vast natural resources, the NER fails to attract any sizeable amount of FDI due to lack of 
infrastructure, problem of insurgency and bad governance. Therefore, the need is to remove such 
fundamental constraints through strategic intervention. 
 
References  
  
Adhikary A., Bora B. and Sikidar S (2009) Export from North East India: Status and Challenges ahead.  Social Change and 
Development. 6 : 156-183  
Agarwal AK (2005) Structural Change in the Regional Economy: Trends and Implications. In: Polity and Economy: Agenda for 
contemporary North East India (Edited by Thomas, C. J.) Regency Publications, New Delhi, 2001. 
Aggarwal A (2002) Liberalisation, Multinational Enterprises and Export Performance: Evidence from Indian Manufacturing. The 
Journal of Development Studies 38 (3):119-37. 
Aitken B, Hansen GH and Harrison AE (1997) Spillovers, Foreign Investment and Export Behaviour. Journal of International 
Economics 43:103-132. 
Athukorala P and Menon J (1995) Developing with Foreign Investment Malaysia. Australian Economic Review  28(1) : 9-22 
132   Chandrama Goswami and Karuna Kanta Saikia /  Procedia - Social and Behavioral Sciences  37 ( 2012 )  123 – 132 
Banga R (2006) The Export-Diversifying Impact of Japanese and US Foreign Direct Investments in the Indian Manufacturing 
Sector. Journal of International Business Studies  37(4): 558-568 
Barriors S, Gorg H and Strobl E (2003) Explaining Firms’ Export Behaviour: R&D, Spillovers and the Destination Market. Oxford 
Bulletin of Economics and Statistics 65(4):475-96 
Barriors S, Gorg H and Stobl E ( 2005) Foreign direct investment, competition and industrial development in the host country 
.European Economic Review  49 (8) : 1761-1784 
Barry F and Brandley J (1997) FDI and Trade: The Irish Host- Country Experience. The Economic Journal 107: 1798-1811 
Baruah, S (2000) Certain Observations on Informal Border Trade with neighbouring countries and Economic Prospects of the North 
Eastern. In Border Trade: North East India and Neighbouring Countries, (Edited by Das G and  Purkayastha  RK) Akansha 
Publishing House, New Delhi,pp. 53-86 
Bezbaruah MP (2000) Liberalisation of Border Trade: Prospects and Impediments. In  Border Trade: North East India and 
Neighbouring Countries (Edited by Das G and Purkayastha RK ), Akansha Publishing House, New Delhi,pp. pp. 87 
Bezbaruah MP (2007) Indo-Myanmar Border Trade: The Stakes for North East India. Dialogue 9 (1). 
Das G (2000) Trade between the North Eastern Region and Neighbouring Countries: Structure and Implications for Development. 
In Border Trade: North East India and Neighbouring Countries (Edited by Das  G and Purkayastha  RK) Akansha Publishing 
House, New Delhi, pp. pp 23-52. 
Girma S, Kneller R and Pisu M (2007) Do exporters have anything to learn from foreign multinationals? European Economic 
Review 51(4): 993-1010 
GOI (2003) Manual on Foreign Direct Investment in India- Policy and Procedures. SIA 
Gorg H and Greenaway D (2004) Much Ado about Nothing? Do Domestic Firms Benefit from Foreign Direct Investment?  The 
World Bank Research Observer 19( 2) : 171-197 
Granger C W J (1988) Some Recent Developments in a Concept of Causality. Journal of Econometrics 39:199-211 
Joseph TJ and Reddy N (2009) FDI Spillovers and Export Performance of Indian Manufacturing Firms after Liberalisation 
Economic and Political Weekly. 44( 52):97-105 
Kemal AR, Din MU, Qadir U, Fernando L and Colombage SS (2005) Exports & Economic Growth in South Asia. In  Economic 
Development in South Asia(Edited by Khan M ) Tata McGraw Hill Publishing Company Ltd., New Delhi,pp. 9-53 
Kneller R and Pisu M (2007) Industrial Linkages and Export Spillovers from FDI. The World Economy 30(1): 105-34. 
Kohpaiboon A (2006) Foreign Direct Investment and Technology Spillover: A Cross-Industry Analysis of Thai Manufacturing. 
World Development 34 (3): 541-556 
Kokko (1994) Technology, Market Characteristics, and Spillovers. Journal of Development Economics 43(2):279-93. 
Kokko A, Tansini R and Zejan MC (1996) Local Technological Capability and Productivity Spillovers from FDI in the Uruguayan 
Manufacturing Sector.  Journal of Development Studies 32:602-11. 
 Kokko A., Zejan M, and Tansini R (2001)Trade Regimes and Spillover Effects of FDI: Evidence from Uruguay  
Weltwirtschaftliches Archiv 137: 124-49 
Kumar N (2005) Liberalisation, Foreign Direct Investment Flows and Development: Indian Experience in the 1990s. Economic and 
political Weekly , Vol 40, pp. 1459-1468 
Miankhel AK, Thangavelu SM and Kalirajan K (2009) Foreign Direct Investment. Export and Economic Growth in Selected 
Emerging Countries: Multivariate VAR Analysis. MPRA paper No. 22763 
NEC(2007) NER Vision 2020 vol. II                                    
Pradhan R P (2010) Globalisation in India: With special reference to 1990s. Journal of Economics and International Finance 2 (5): 
76-84 
Prusty S (2006) An Analysis of Foreign Direct Investment and Export Growth in India. International Journal of Applied Business 
and Economic Research 4(1): 9-21. 
Quader SM (2010) Foreign Direct Investment in Bangladesh: An Empirical Analysis on its Determinants and Impacts. Asian 
Economic Review  52(1):1-16 
Rao   K SC and Dhar B (2011) India’s FDI Inflows Trends and Concepts. ISID working paper No. 2011/ 01 
Roy N and Debnath A (2010) Performance of the States of Northeast India: A Comparative Analysis of Post and Pre Reforms 
Periods. Man and Society A Journal of North-East Studies 7: 125-134. 
Sharma K (2000) Export Growth in India- has FDI Played a Role? Yale University Discussion Paper No.816. 
Singh NB (2007) Globalisation and North East India : Challenges and Opportunities. paper presented in the National Seminar on 
Globalization and Industrial Relocation: Implications for the Development Strategy of the Underdeveloped Regions with special 
Reference to North East India organized by the Department of Humanities & Social Sciences, NIT, Silchar, 27-28 October 2006 
Srinivasan TN (1998) India’s Export Performance: A Comparative Analysis. In India’s Economic Reforms and Development Essay 
for Manmohan Singh (Edited by Ahluwalia IJ and Little IMD) Delhi: Oxford University Press. 
Sun H (2001) Foreign Direct Investment and Regional Export Performance in China. Journal of Regional Science 41:317-336 
UNCTAD (1999) World Investment Report: Foreign Direct Investment and the Challenge of Development. United Nations, New 
York and Geneva. 
UNCTAD (2002) World Investment Report 2002. New York and Geneva, United Nations 
 Zhang KH (2005) How does FDI Affect a Host Country’s Export Performance? The case of China. Paper presented in International 
conference of WTO, China, and the Asian Economies, III. In Xi’an, China, June 25-26, 2005  
Zhang KH and Song S (2001) Promoting Exports: The Role of Inward FDI in China. China Economic Review 11(4) : 385-96. 
